
~-" ..,

Results and Sensl0\'1tv AnalvslS

5.2. Sensitivity Analysis

The key sensitivities that we analysed comprised:

•

•

•

•

•

•

•

•

•

•

alternative measures of type 1 benefits described in Section 3.1.1.

assuming that BT inaeases residential and business line rentals by 19% and 3% p.a.
for the three years beyond 1997 (double the rate assumed in the base case) ­
"aggressive rebalancing";

assuming that international call prices fall at an annual rate of 22% p.a. (double the
rate assumed in the base case) • "aggressive international call price cuts";

continuing the RPI+2 restriction on exchange line rentals beyond 1997;

inaeasing and reducing the impact of equal access on the threshold discount by
50%41;

increasing and reducing the impact of equal access on the rate of customer migra'tion
to indirec:t service providers by 50%C;

increasing the ctiIcount rate from 6% to 10%;

reducing the threshold discount from :;% to 2Y.z%;

increasing and reducing type n benefits by 50%;

increasing and reducing the threshold discount effect and the migration rate effect
by 50%.

Results from these sensitivities are shown in Table S.2. In general the NPV of equal acc:ess
remains negative under the sensitivities. The Dnly exceptions are for Options 1 and 2 when
equal access is assumed to have a greater impact in reducing the threshold discount, or a
greater impact on the $feed of migration to new long distance operators.

•, nus MNUiYity CIIlUJd include IdcIitianaJ bed.. fram two pn I.dana.

") a nus HnlitMty could abo include .clditianal Dend.. &om two~.

11
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Table 5.2
Summary of Sensitivity Analysis

Discounted sums (1995 to 2010) (£millions)
Option 1 Option 2 Option 3 Option 4

Benefits las ca.ts (for one pre-eelec:tion)

Base run .£9 .£9 ·£103 =-£4.7
w

Alternative measures of -£14 -£14 -£107 -£47

type I benefit .£5 -£5 -£100 -£47

Aggressive rebalandng .£1S -£15 ·£107 ·£4.7

Aggressive intematian&l call
..£30 .£30 -£US -£4.7price cuts

RPl+2 remaiN after 1997 .£9 -£9 .£103 ·£4.7

Threshold discount effect
·£4.7reduced by SO% -06 -E:I6 .£120

increased by 50% Sf £.6C .£.86 ·£47

Migration effect
-£58 ·£142 -£4.7reduced by 50% -£58

increased by 50% IA7 fA'! -£!J9 -£.47

Discount rate of 10%° .E:rJ .£Z1 .£86 ·03

Reducing the thresho1cl discount
from 5% to 2~%" -£.Sf -£.5f .£131 -£47

Type n benefits reduced 50% .£91 ·£91 ·£148 -£47
Type n benefits increased SO% £13 £13 -£59 -£47

Threshold discount effect and migration rate effectI5
reduced by 50% .£117 .£117 ·£156 ·£47
increased by SO% 029 029 .£40 ·£47

-
Sourct: N£rV. IIrWysis

Q The result of this Mnlitivity for Option 3 may, at fiJ'lt siJht, appear counter-intuitive. Although incn.uinl the
discount rate has a propartionately puter impact in Nduc:inl the NPV of bendll than the NPV of COlli (since
the benelill 0CCUt further into the future), the abeolute lc¥el of casta is puter than that of benelill, and 10 the net
impact on the NPV of benefill .... COlli is pc*ti"..

.. The impact of chanps in the ttu.hoId diIc:ount can be eitt. poIitive or _ ..atift, dtrpending on the ellect of ,...
alibratian 01 the operator cboice model that beCDIMI neell..'1 (1ft Section 3.5.1.2).

a The reader may note that the "".",. iIIIpact of • sew. "Udiaft in the IhnIhoId dilcDunt elfftt or the aUpalion
rate elfec:t or the two efNdI cambined is _ INn the~ iIIIpICt of • 50'1. incIuM (i.e. theM sensitivities are
not linear). This""11 fram the~ 01 .............. diatrlbutian proftle.
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5.3. Conclusions

The terms of reiefence of this cost-bel'leiit:malysis have been restricted to defining equal
access as a facility which enables customers to access an operator of their choice without
dialling additional digits (compared to accessing BT m other operators). Broader issues.
which might be considered as part of a wider definition of equal access, have not been
included in this study".

On this basis, the benefits of equal access exceed the costs only if:

1. pre-se1ection with a call-by-eall over-ride is mandated;

2. the impact of this on the rate of migration to new long distance operators and / or the
threshold discount requUed by customers to move to an alternative long distance
operator is significantly mater than we belim is likelv to be the case.

Therefore, there g no concJg.ive nidcnc, that, in th' lJK at this present time, ,qual
access (as d'fined for the anal,.i1) hu benefits that exceed its COlts.

"" "..'-

• These broader iuueI ....y indude.ccas 10 Mtwaft:: _ periphay t.cWti.: do'other oper.tors NYe .a:ess to:
• unbundW poinla 01 IT. MtWorIt <.... local loop);

lipaDinJ UMd by IT ..me.;
IN finleDipnt MtWotk) hmct:iana UMd by IT ..me.;
databuls UNcI by IT MrYica.
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CONSULTATION STUDY ON EQUAL ACCESS: TERMS OF REFERENCE

..:.:.a:
Introduction

1. This paper sets
benefit analysis to
equal access to the

~r.... .
out the terms of reference for a cost
examine the case for the 1ntroduct1on of
UK telecoms network.

2. Equal access, for the purposes of this studY, is the
facility for customers to be able to cboose the long line
operator by which their trunk calls are conveyed, either by
means of pre-selection or on a call by call basis. The former
may be provided with a facility to override the pre-selected
preference for any particular call.

3. The primary focus of the analysis will be the provision
of equal access on BT's network. However, the analysis should
also consider the provision of equal access by other operators
which could become well-established in the local loop within
the next few years.

.......
Background

4 In the 1991 Whi te Paper . eo.peti tion· and Choice:
Telecommunications Policy for the l~90s·. the then Oi rector
General concluded that equal..&cc.ss,sbDul.c1 be introauced as
soon as possible subject to;princlples set out in_Appendix 3
to the White Paper. A copy'of this Appendix is attached a~
Annex B. The White Paper also concluded that all local
operators should be free to offer equal access. but only those
that are 'well-established' 1n the local market should be
~equired to offer it.

5. In November 1993, the Director General issued a
consultative document ·Cost Benefit Analysis of Equal Access ft

which set out the proposed approach for a later cost-benefit
analysis. A copy of the consultative document is given in
Annex A. The response to this document was very mixed and no
clear view as to the desirability of equal access emerged.

6. The~prlnciple requirements governing the provision of
equal access over BT's network are set out in Condition l3A of
BT's licence. A copy of this Condition is at Annex C.
Condition l3A.2(a) of BT's licence provides that:

-At any time after 31 December 1992 the Director may,
subject to the provisions of paragraph 13A.3, make a
direction that whenever an Operator so requests after a
date specified in the direction [BT] shall make equal
access available in respect of that Operator on the basis
set out in this Condition 13A.- .

And Condition l3A.3 (a) provides that the Director shall not
make a direction under Condition lJA.2 unless:

"Ca) he has carried out a cost-benefit analysis comparing



the likely benefits to telecommunicatlons custome~s to be
gained from the introduction of equal access wIth all
costs likely to be incurred. includlng opportunity costs.
which analysis indicates that the gains outwelgh the
likely costs·.

Similar provisions exists in other public telecommunications
operators' licences.

Ob1ectives

7. The primary objective of the cost-benefit analysis is to
establish whether the introduction of equal access would
satisfy the requirements of Condition 13A.3 Ca> of BT's
licence. The study should indicate what conditions are
necessary for the gains to outweigh the likely costs.

e. The study should undertake separate analysis of the two
forms of equal access described above (pre-selection and ca11­
by-call). However. condition lJA.S of BT's licence requires
that aT provide the customer with a choice of either option.
and an overall analysis will thereforp. need to aggregate the
costs and benefits of providing both.

9. For each option. the study should consider what other
f~_:=rs might be desirable or might increase the benefits;
offered by equal access. For example. in the CQ'~ of pre~

selected equal access. the study sbould consider whether
customers might b~ balloted and what the costs of this would
be. (It should be remembered. however. that the White Paper
makes clear that no customer is to be forced to choose equal
access and that they may remain with BT by default). The
study will also need to take account of the possibility that
the rate at which aT is allowed to rebalance its prices may
change within the timescale addressed by the study. and will
need to indicate the sensitivity of costs and benefits to the

~ speed with which aT is allowed to rebalance.
_J

10. The study will also be required:

to indicate how the benefits of equal access would
arise and ho~ they would be distributed among
various groups of customers and operators;

~.~,:J

to consider what other access arrangements might be
available to those customers who are not expected to
have access to cable operators or other local
competition. This should cover the extent to which
local loop operators will offer customers choice in
the long-distance market by negotiating with
competing long-distance operators and the number and
type of customers who will have no alternative local
loop provider. bearing in mind the likely roll-out
of cable networks. developments in radio-based
provision and any other forms of local competition.
Technical developments. such as the possibility of
sele~t1ng a least-cost routing service. should also
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be taken into account;

to show where the costs of providing equal access
will fall and how they should be allocated among the
first and subsequent operators, taking into account
the effect which thiS might have on competition and
new entry, and within the framework for cost­
allocation set out in Condition 13A.IO of BT's
licence;

to consider the implications which either main
option will have for the development of competition
and the entry of new operators, in long-distance and
international services and in the local loop. Local
loop operators have argued that existing competition
there could be threatened by equal access and that
this could offset any benefits from increased 10n9­
distance competition;

to consider the implications of experience in other
countries and in Hull for the likely effects of
equal access on competition. This may also be
relevant for estimating costs, for service quality,
for the questiOn of balloting and the relative
merits of the two forms of equal access. However r
differences in industry structure need to be borne
in mind since local loop competition is typically,
absent; .

to provide an indication of the level nf service
quality .(8g call set-up delay, transmission
performance and call failure rates) expected by each
of the options evaluated, insofar as such
considerations are not included in the cost-benefIt
analyses and initial work shows the probability of a
material difference;

to consider where interconnection to the BT network
should take place, taking into account the relevant
technical requirements and costs;

to indicate how and over what time period equal
access under the options considered could be

- . introduced, showing how the costs and benefits are
affected by this. The study will need to estimate
how quickly customers' behaviour will change as a
result of the introduction of equal access, and
hence the likely timescale in which benefits will
become apparent. On the basis of this analysis, the
study should show the costs and benefits on an
appropriate medium and longer term basis (for
instance over 5 and 10 years);

It may be that over this sort of timescale the
requirement to prOvide equal access will only apply
to BT because other operators will not become 'well­
established' in the local loop within the normal
meaning of this term (ie having 25\ or more of the

...



) total voice telephony marke~ in that area).
Nevertheless, the analysls should examlne the costs
and benefits of ex~ending the requirement to provlde
equal access to other operators if they ~ to
become well-established.

The Analysis

11. The earlier consultation document sets out a framework
for the conduct of a cost-benefit analysis of equal access.
It provides a general analysis which should be taken into
account in the appraisal for which tenders are now being
invited, but 1s not the cost-benefit analysis itself. It
does, however, outline the main ways in which the benefits and
costs of equal access are likely to arise.

12. As with any cost-benefit analysis, a baseline must be
specified against which to judge the effects of equal access.

,. The appropriate baseline is ·partial equal access· (also known
as weasy access·) which BT is required to offer under the
terms of its licence. Easy access allows a BT customer to
select an alternative trunk operator by dialling a short code
prefix. If no' prefix is dialled, BT carries the call.

,
13. The base case must take account of likely developments in
BT's price control and in the Access Deficit Charging (ADe).
regime. BT's licence states (Condition lJA.5 (a) (~J) that~

equal access will not attract ACC waivers While easy access is
eli9ible for waivers. As the ADC position is due to be
reviewed in 1997, the analysis should e~amine three scenarios:

the situation up to 1997, with ADes payable at the
current rate on Equal Access, but waivers available for
easy access:

.>

ADCs no :onger payable on Equal Access traffic 1fter 1997
(ie BT allowed to fully rebalance its prices after this
time) :

ADCs payable on both Equal Access and easy access without
waiver post-l997.

14. The base case must also reflect the likely development of
competition in local, long-distance and international markets
1n the absence of equal access, including the completion of
the cable companies' build obligations and the possibility
that a small number of radio-based licensees might come to
market. It will also be necessary to consider whether the
distinction between the local and long-distance markets, which
underlies easy access, will disappear as conveyance costs fall
and tariffs become more cost-based, and to take account of
developments such as number portability.
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APPENDIX B: LIST OF COMPANIES AND
ORGANISATIONS INTERVIEWED

Appenci1). B

Meetings and interviews were held to ascertain the views of the following organisations
on the costs and benefits of equal access:

• AT&T;

• British Telecom (BT);

• Cable Communications Association CCCA);

• Energis;

• Eurobell;

• Ionica;

• Kingston Communications;

• Sprint;

• Telecommunications Industry Association (TlA).

Written views were supplied to us by the Telecommunications Managers Association
(TMA).

~J In addition, information was supplied to us by the following switch manufacturers:

• CPT;

• Northern Telecom;

• Ericsson.
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APPENDIX C:

1. Introduction

Appendix C

POTENTIAL BENEFITS OF COMPETITION

This Appendix examines the empirical evidence regarding the potential benefits from
increased competition and provides some justification for the estimates of 'Type 2' benefits
used in our cost benefit analysis.

The potential benefits of inc:reased competition include:

improved cost efficiency as a result of increased competitive pressure;
lower prices as a result of improved effidency or lower profit margins;
increased technical and couu:nerdal innovation stimulated by a more competitive market;
the long term impact of having competition that is driven by market forces rather than by

regulation:
the value to consumers of having a greater degree of choice.

It is difficult to quantify the impact of the last three types 01 benefit and we have therefore
concentrated on the benefits of improved cost efficiency and lower prices. This means 'that
our e&iimates of Type 2 benefits may be conJeI'Vative, although some of the technical ,and
other exc1ud~ benefits of iJlaeued f'ompetition may feed througl~ eventually .;:mi,,,
efficiency improvements and/or price reductions and thus be picked up in the figures that
we derive.

In Sections 2 and 3, we MJ'OI't the main findings from a survey of the economic literature
on the benefits of competition, considering first effidency improvements and then price
reductions. Section 4 presents our conclusions.

2. Effichmcy Gains

)
The literature identifies two broad types of inefficiency which can raise costs in the absence
of competition:

inefficimt.production can result from a general inefficient use of resources (Le. "slack").
Alternatively, it may be caused by managers using the wrong mix of inputs, for example
production may be too capital intensive (this a serious risk under rate of return regulation)
or too labour intensive (perhaps because labour is able to influence the method of
production);

non-17%Qrlcet fllCtor prica can also lead to inefficiency, for example the supply price of labour
may be too high if the labour force is able to secure wage agreements above the market
rate and hence share in monopoly "rents".

In many cases, the literature provides anecdotal evidence to support the potential benefits
r) of competition, but~ are relatively Mw attempts to separate the impact of inaeased
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competition from, say, the effects of privatisation and changes in regulation. Those that
have been made, and relate to or include telecommunications. are summarised in Section
2.1 below.

2.1 Studies ReUlting tD Telecommunications

A recent Bell Canada study (Staranc:zak et al (1994» looked at the productivity performance
of either sole or domiDant telecommunications providers in 10 industrialised countries
including the UK during 1984-87. Using regression analysis, the study concluded that
"private ownership increases productivity growth, while there is no evidence that the
existence of facilities-baled competition does". However, as the authors point out, although
the regression analysis -did not indicate any positive relationship between competition and
productivity growth over the sample range, an analysis over a longer time period with an
improved spedBc:aticm for teehno1cJlical c:hanp could-. MOft!OVer, the period 1984-87,
which is used in the Ben Canada analysis is, for most of the countries in the study,
characterised by only very limited competition in the telecommunications industry. In the
UK, for example, Mercury did not begin offering a PSTN service until 1986.

Haskel and Szymanski (1993&) attempted to quantify the separate impact on productivity
of changes in competition. 0WberIhip, management and regulation. They used data for th£
period 1972/3 to 1988/9 for 12 UK firms (induding 8T) whichwere publicly owned in 1912
but have since been privat:iled or restructured. Considering the impact of inaeased
competition, they c:onc:luded that

"Increases in competition sipi.ficantly inaeue productivity. This supports
the view that inaeued competition in both public and private industries can
raise efficiency.-

Specifically Haske! and Szymanski found that, on average, each 1% fall in the firm's market
share

41
leads to a one off prod~vity improvement of 0.47010.

In a companion study covering a similar panel of firms (Haske! and Szymanski (l993b»,
the same authors found that a 1% loss in market share led to a 0.76% reduction in wages.

Two studies of the US telephone industry found evidence of significant efficiency gains
resulting from competition and the divestiture of AT&T:

• Dum and Zhang (1991) found that, by 1987, total factor productivity for the local
exchange, carriers (LECs) and AT&T had grown by an additional 11-17% compared
with overall market share loss of less than 10%;

..,
WhCllIIaI1IriDI 1DIIUt HaIIreI &~ NIaaMIr wide __cleftlliliaaa. Far cumpIc. IriIWI Rail',

mubt shan wu c:aac. 011 ...... oIlll11l kmI 011 .....__• .-d. rail aad air.
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• Ymg and Shin (1991) found that the divestiture of AT&T and the subsequent
i1\aeue in competitive pressure..lIcL to efficiency gains of 3-5% of the LECs' total
costs between 1984 and.1987. NERA estimates·.thatLECs' loss of market share over

this period was 3°"" at the most.. '-

)

- .~.. -
The respective contributions of divestiture and competition are not know, but it seems safe
to conclude that some part of the above inc:r'eue5 is attributable to the impact of

competition.

Two Japanese studies found that significant total factor productivity improvements in the
telecommunications industry resulted from deregulation:

• Oniki et al (1993) found that liberalisation and privatisation tOlether led to an
inaeUe in NIT's total factor pmdudivity of 1.3% a year between 1982 and 1987.
This compues with a loss of market share which only amounted to 3% in 1989;

• Imai (1994) found that an additionallS% increase in KOO's total factor productivity
over the period 1985-1992 (ie foUowinI Uberalisstion) was associated with a 29% loss
of market share. KeD's experience is interesting because there was no dump in
ownership (it was already privat:ised) and no divestiture (it was already separatE
from NlT). It is~..reuQI\sb1e·to ccadude t.~t most of the additiOnal
inaease in~~vj.tyl~ from the introduction of competition.4I

2.2 Other Stud_

There is evidence to suggest that small reductions in the share of the largest companies
(concentration ratios) can have a impact even in already competitive markets. Haskel
(1991) examined the impact of changes in product market conditions on labour productivity
in 81 manufacturing industri~with average live.finn concentration ratios of between 33%
and 42% (depending on the~Mre'uaed'-tAc31u):rHe found that the coefficient for
(5 firm) market concentrationwUIi~t~~lDIttd from -0.01 to -0.04, with the latter
estimate being derived from the best fit spec:i6cati~k Nickel (1993) looked at the impact
of competition on the productivity performance of companies. Using samples of up to 761
manuiaet;u1'~g companies in the United Kingdom between 1975 and 1986, Nickel found
that the results of his analysis provide "some support for the general thesis [of] a positive
effect of competition on both levels and growth rates of total factor productivity at the firm
level."

Moreover, these~~er ~y, labour 0' total factor productivity gains. To the
extent that competition may lead to improVements in the range and quality of goods or
services supplied, such studies may understate the true gains from inaeased competition.

• AI nprdI MiniItry repl&1iCIn 01 prices. &aai ... that -the pneraJ principle mnain!d the U!!!! alter the 1915
derepJ&tion- wtltl tariffs requiNd ID be lair and IUlGMble in rwlatian ID COlli. ID prcnnote efficient utWution 01
facilities and ID be non-c1iIc:rimin&Dly.
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Other studies contain mainly qualitative or anecdotal (i.e. industry and time specific)
evidence to support the view that inaeased competition may lead to substantial efficiency
gains. For example, Cubbin, Domberger and Meadowaoft (1987) found that the
introduction of competition into the tendering process for refuse collections in the UK led
to a rationalisation of rounds and rosters which increased both labour and vehicle
productivity. Overall. there was a 20% decreue in refuse collection costs follOWing the
introduction of competitive tendering.

Bishop and Thompson (1992) assessed the productiVity performance over the last 20 years
of the nine largest nationalised industries (as they were in the early 19805). The article
considered that "productivity growth has increased during the 19805 relative to the growth
rates observed during the 19701". They aueu in broad terms the extent to which
productivity changes were the result of efficiency improvements rather than scale effects
and technical propelS, but do not try to diJtinpish between the effects resulting from
competition and thole from changes in the control reg.ime (privatisation and regulation).

Many studies have examined the impact of UberaIiIation in the US airline industry.
Following the Airlines Deregulation Act of 1m, routes were fully deregulated by 31
December 1981, and rates were deregulated by 31 January 1983. Following deregulation,
a number of new operatorl entered the muket, and some of the smaller firms already
active in the market expanded thEir operaticms. As a result, the IIW'k~t share of the e:;.~~

largest companies fell from 81% in 1978 to 10% in 1985, while the share of the largest four
feU from 5i"% to 51% over the same period.· Findings on the impact of deregulation
include the following:

• there were Significant productivity improvements • employee productivity of
established airlines rose by 3.1% a year between 1979 and 1984 (Kaplan (1985»,
while average load faeto1's in 1983 were 10-20% higher than in 1973 (Bailey (1986));

after taking account 01 the impact of new equipment, costs fell by 1.5% a year between 1978
and 1984 despite a slowdown in traffic and capadty growth, compared with 1.2% a year
between 1910 and 1918 (Sawers (1987);

incumbent carriers have instituted two tier wap contracts in order to reduce labour costs,
with new workers being paid less than workers who are still covered by the old wage
agreement (Bailey (1986»;

there have been Significant improvements in network design, through the development of
a hub and spoke network. This wu found to be the most important reason for the real fare
reductions which followed deregulation (Bailey et III (1985» •

..
Source: Sawas (1917). After 1915....__...or die .............. tale ... raa't of wicIeIpn&d 1IIerJllI'I.
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3. Price Changes

There are several reasons why inaeased competition may lead to lower prices, including
efficiency gains which are passed on to consumers, or the erosion of monopoly power and
profits. Alternatively, prices may change as a result of more general price rebalancing,
often to remove aoss-subsidies which cannot be sustained in a more competitive
environment. In this section, we report findings from studies of the impact of deregulation
on price levels in the US financial services, airline, and road and rail freight industries.

US Stock Brokerage

Bailey (1986), considering the impact of the abolition of fixed rate stock brokerage
commissions in 1975, found that commission rates paid by institutional investors fell by
about 11% a year between 1915 and 1981, while the rates charged to individual investors
fell by about 4°4 a year. While some of the fall in prices can be attributed to an inaeased
volume of trading (i.e. economies of scale), the differmtial impact on institutional and
individual investors reflects the removal of previous aou-subsidies, and there is no doubt
that competition has had a beneiidaI impact. Bailey concluded that

"The fall in rates for most classes of clients, individuals as well as institutions,
has ster!"med, at least in put from open entry under which lnrge rents no ~

longer have to be paid for seats on the exchange.·

During this time, both the number of brokers and the range of services on offer have
inaeased signilicandy, and there have been technological improvements in trading systems.
Nevertheless,.,the.:. driving fcm:e behind -these changes has been the introduction of
competition, which has provided inaeued incentives for entry and for a rebalancing of
commission rates (since institutional investors previously cross-subsidised small private
investors). •

US Airlines

Kahn (1988) reports that air fares have fallen by an average 3% a year between 1976 and
1988. Majone (1990) has estimated that real reductions in airline fares since 1973 have
resulted in consumer benefits of 54.7 billion a year by 1985 (compared to if fares had
remained constant in real terms). Including the benefits from increased travel which results
from lower fares, the benefits rise to 59.7 billion a year.

In addition to these price changes (which are partly explained by the efficiency
improvements describecl in Section 2), consumers have benefitted .from an increased
diversity of choice. Thus smaller local service carriers inaeased their share of domestic
revenue passenger miles from 12% to nearly 30% between 1978 and 1982 (Kaplan (1978».
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US Freight Deli7m'Y

Road freight rates were deregulated in 1915 and rail freight rates were deregu:"ted in 1979.
In the case of road freight, Moore (1985) found that "truck load" (TL) rates I~ll 4% a year
between 1915 and 1982, while "less than truck load" (LTL) rates by 2% a year,50 Similarly,
rail transport rates fell by 2.,.,4 a year between 1979 and 1982.

The deregulation of rail freight rates also influenced road &eight rates. Thus Moore found
evidence to suggest that the relative cost advantages of different methods of transport have
begun to influence the pattern of demand.

4. Conclulions

From the various findinp outlined above, it is dear that inaeued competition often has
a significant and beneficial impact on both c:oItI and prices. Although such benefits are
unlikely to be confined to specific industries or countries, many of the studies have
considered industries which share common _au. with UJ( telecommunications,
it\c:luciing pricing restrictions, restricted entry and 11M of a network structure.

Importantly, many of the studies have ccmsidered industries where there was already SOUl(;

competition, and have looked at the benefits of competitior.over a number years. this
suggests that further increues in competition wm continue to yield significant benefits,
even in industries where competition is extensive and well established.

Table Cl summarises the quantitative findings of the studies, which consider a wide range
of industries and employ a number of different methodologies. This confirms that
deregulation and increased competition can bring substantial benefits to consumers.

'Cl Bailey (916) uplaies ..~ ..... Tt. ad LTt. n-. II die ...... or _.1Ied emry in die Tt. busillaa ra.tiYc
to the Ln. a.uu-. .

88



n/e/r/a Appendix C

1
,

Table C1
Summary of Estimated Benefits of Competition

Industry Real Price Productivity Change Change in

Dec:re&le Factor Prices

10 indust:ria.lised countries No statistiaUy
(telecoms) significant effect

Japan (international 15%+ additional 15% improvement
telecommunications) in total factor procluetivity

usodated with 29% loss of
market share

US telecoms (long distuu:e
and local) additional 11·11% improvement

and 10% market share loss-

US telecoms Oocal) additianal 3-5% iInproYemeztt
UIOCiated with 3% market
lou-

UK privatised utilities 0.76% nduc:tion in
wages per 1% f~ in
dcminmt !ian's m.da!t
share

UK privatilec1 "tWti. O.m. iDcraIe per 1%
faD in finn's market share

UK manufae:tu."'ing industries 0.12% inc:Iuse in market
18der procluc:tivity per
1% chanp in the 5 firm
concentration ratio

US Stock Brokerage 4-12%

US Airlines 3%pa 3.1% pi (employee productivity)

.,) US Road Freight 2-4%

US Rail Freight 2.3% pi

UK Refuse Collection 20%

• SOmt part of that gtJi1Is is likely to H IIttrilnltllble to the mpnislltiorW impact of dit1tstiturt.

Nott: Set tat for a mort ddIIiled apl4rUJtion of 50UrttS and findings

,.,
\:::1
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